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Mo company wworks in & wecuum.

Inwariabby, an interdependent relationship

develops with the comirmumnity frorm whears

it operates. Mestlé's mission, outlined by

its foundsr Henn Nestlé more than 150

years ago, is to "positively influence the

social environment™ in which the

company operates as “a responsible

corporate citizen, with regard for those

ernvironmental standards and societal

aspirations which enhance quality of life”

More than 150 years later, this mission

statermnent is as valid as first stipulated in

1857 This suggests that the importance

of social development is desply ingrained

in the company’s genes. Wotivated

to increase profitability, enhance

international reputation, forge strong

relations  with its business pariners,

become an attractive employer and dres:

the best telents, secure customer

setisfaction and loyalty, open up new

business opportunities and larger market

shares amd continuously attempt to

improwe the social and the sconomic

amvironment it operates in, Nestké has

continuously fine tuned its corporate

practices to support thesa goals ower time

and space. It hes consistently strived to

strengthen long-term parinerships with

its suppliers, shareholders, employees,

customers, surmounding communities and

governrments to whormn it has paid more

and mara texes.

The present Executive Sumnmary is the

result of & study camied out by the Third
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Waorld Caentre for \Water Managemsent,

Mexico, on the impacts Mesil&'s factory in

Moge, Punjab, India, has hed on the social

and economic developrent of the people

in the region over the past 50 years. The

rain chjective is to leamn to what extent

Mestld has contributed fo fulfiling the

societal aspirations and expectations of

the people sround its factory in terms of

poverty alleviation, general improvemeants

inthe commumity's stendards of living and

environmental conservation. To the best

of our knonededge, this is the first ewver

comprehensive and in-depth study on the

impacts of & private sector factory on and

around the area where it is located that

hes been carmed out anywhere in

the world.

The findings indicate that Mestlé has wery

successfully established long-term

symbictic relations  with its  primary

stekeholders in Moga (namely  direct

employeas, suppliers, communities, and

customersh. Owver the years, it hes also

continued to build tangible and intangible

infrastructure Iphysical, educational,

labour, social, and environmeni-related) it

needs to transform the existing

conditicns to its advantage as well as

those who live in and around the area.

It has done so by matching corporate

chjectives to local opportunities,

endowments and needs, which has also

resulted in positive spillovers and

axtarnglities bansfiting bocal consumers,

producers and the community at lange.




In Moga, the company has created both

direct and indirect ermployment, attracted

capital {physical, imvestrment and human)

tothe area, andimproved the guality of life

of a feww humdred thousand families. In the

process, it has created substantial wealth

for its sharehalders. In ceder to enswure a

long-lasting ard sustainable growth,

Mestd has established, fostered and

furthared mutually reinforcing beneficial

synesgies with its suppliers, employees

and the communities they balong to. A5 &

socielly responsible, responsive  and

engaged company, it has gone out of its

wiry to support the community. This has

sacured the human, physical, sccial,

technofogical and political capital it has

neaded for cperating and growing as e

profitabla  enterprise. All these hewve

reinforced Mestlé’s market =share,

reputation and credibility mot only in the

regicn and in the country but also around

the wworld. They have further acceleratad

its turnower and profits which  have

pleased its sharehalders.

While the term ‘corporete social

responsibility’ is now in the lexicon of

naarly all important rmultinational

corporations and numerous academics,

neither the concept nor the philosophy

b=hind it were in vogue when the Moga

factory was first established in 1961. This

i5 not surprising since knowledge

mindsets, business, and scocietal

perceptions and sxpectations weare wery

different half-century ego compared to
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what they are &t present. What is

impressive, howevar, is that even though

the concept of ‘creating shared walue’

1CEY] did not exist five decades ago, the

general philosophy behind it wes

implicithy, and even somewhat explicitly,

evident in Mesté's actions wwhen it

decided to build a factory in Punjab. In

retrospect, by reviewing and asssssing

the approaches Mesthé took and has taken

at Moga, one can only marssl at the

activities that Mestlé has implermanted.

Theze categorically show that the

unknozwn and umsung initiel planners,

evam though they did not articulate the

thinking behind corporate social

responsibility or creating shared valus

clearky, they fully understood the logic

behind such a philcsophy. They wers

convinced that the success or failure of

the Moges factory s intertwined with

improving the lifestyles of its milk

suppliers. If their standards of living could

b= improved, the success of the factony

would be assured and vice versa.

& vary important factor has elso been the

interest of the company in developing

long-tarm relationezl interactions and not

onlby transactional ones with its suppliers,

which has bean a fundamental instrurment

to build trust and lovalty with its supplisers

and the society they are conjoined with.

In fact, and since its inception in the earby

sixtigs, the community and the various

levels of gowvermment have consistenthy

regarded the Moge factory as a positive




‘mgent of change' acknowledging the

advantegeous externalities, baneficial

spillowers and favourable multiplier effects

it has brought about and that hawve directly

and indirectly resulted in the overall

improvernent of the population livimg

standards and also quelity of life.

Moga has wndergone changes well

beyond the significent improvennents in

the community’s standard of lving, social

and educational conditions and

infrastructural developments. Earlier

assured income receipts, steadily

improving socic-economic conditicns and

koyalty stood at the core of the supplisrs”

decision to work continuously with

Mestle, Mow, however, our findings

indicete this situation is changing &s local

competition for the procursment of milk

and other associeted raw matenals

intensifies. The farmers are becoming

increasinghy aware of the high dermand for

their prodwcts from other sources which

did mot exist before. This poses Mestlé

with both a challenge and an opportunity

to reassess its business model, respond

to present needs and meet future

challemges. Undoubtedly, this could also

b= an occcasion for the company to

becorne, once again, & pioneer in social

and corporate responsibility under an sver

avolving and challenging panorama where

changs stands a5 the onby assured

constant. &n overell view of what has

b=en the interplay of factors effecting

Moga's development since Mestlé
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established its factory in the area is shown

inTable 1 1.

The reports general findings can be

surmnmarized as follows:

Crer the wears, and since Mestlé cpened

its Moga factory, the direct and indirect

employment it kas generated for the

regicn hes been substantisl. The cormpany

has besn a stable source of prosperity and

walHsaing. Stesdy income receipts and

community support have widely and

positively impacted the distnct of Moga

andits inhabitants.

At present, the Moga factory provides

employment directly to 2,400 persons.

In eddition, we estimate that itis prowiding

employment for 86,371 persons directly

through ite 147 main suppliers onby om

Mestlé-related economic actvities. These

direct suppliers egain depend on indirect

suppliers who further gensrate additicnal

amployment so that direct suppliers can

carmy out Mestlé's work, We did NOT

astimate these secondary employment

ocpportunities, but they are likely to be

substantial, probabby of the order of 45%

to 5% of the number of employments

generated by the direct suppliers.

Mestlé has become a key player in seizing

agricultural potential end integrating it to

household, micro and macro economic

and agricultural trade isswes that play

intertwined roles for poverty alleviation,

prowvision of improved food and nutrition,

comrmunity-building and in bringing ebout




individual, family and community

employment-ralated bensfits.

Importantly, the positive spillovers the

company has triggered hawve directhy and

indirecthy led the local indwiduals and

ancillary firms to "climb the quality ladder”

steadiby.

Regarding milk, locel producers and

consurmers hawe reaped quality geins

from providing rew materials and services

1o Mesthd, which ss & customer has

imposed higher product quality stamdards

than those locally followed, sincs its wery

beginning. What is more, it has actively

and consistently provided support oo how

to meet, maintain and improve those

higher standards. These quality upgrades

have been used as benchmarks and

common denominators for other dairy

stekeholders, setting a precedent and

aasily recogmizeble guality-price

comparison and reference point for

consumers and competitors for the

regicmn.

The relationships, factory employees,

agents, deiry prodecers end workers

of the encillary compenies have

astablished with Mastlé have givan therm

brand-associated social prestige and

trusheacrthiness. This reputational capital

has been built from the interplay of

ocrganizetional, ecocnomic, physical,

human and technolegical resources

Mestlé imeests in and requires from the

people it collaborates with, The resulting

relisbility, and attributed quelity by proxy
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seems to have been particularly tree for

the ewerexpanding array of service

indusiries that have sprung up around the

company's activities and preduction lines.

Murnerous  ancillary  enterprises  have

developed & symbictic relationship with

Mesths, tying most of their successes and

business expansion plans to that of its

business partmer. Working and

collaborating with the company has also

hed an aspirational impact in the

community. &l these are analyzed in datail

inthe repart.

It is notewaorthy that a leadimg poditician

we interviesved opined that the

cleanliness and the ygienic conditions of

the Moga factory and also at Paras (a main

Mesté supplier) are significantly better

thamn the locel public hospitals! The tearm

vigited one hospital te interview a doctor.

Thare iz absclutely no question that the

cleanliness of both Moga and Paras

factories are significantly batter tham the

hospital we wisited. Thus, Mestlé has

created new, much higher, standards for

cleanliness and hygienic conditions in

Moga, and has conclusively shown that

there is no reason &8s to why such

standards camnot be mainteined and

continually improvedin such settings.

Driven by the need 1o increase gquantity

and gquality of milk, and motivated by

greater social objectives, Mestlé and the

farmers supphying to it heve established &

‘community of interest's’ in which the

COMpany encourages, supports &nd




facilitates those factors necessary for its

aperation. Mestlé's Agricultural Extension

Services have been & defining factor in

sacuring adequate and regular imputs and

raww material. These services operate as e

contineous and expanding neteork of

free, relevant and cutting-=dge wveterinary,

animal husbandry, dairying and

agricultural advice, technical assistance,

education and capacity building sessions.

Using local knowvledge amd partnering

with local imstitutions and universities,

Westld hes fostered and disseminated

innowvations, and hes encouraged their

applications. The number of aress where it

has promoted imnowations has stesdily

increased with the expension of the rangs

of goods it produces im the Moga factory.

Surging production has browght about &

similar increase in employment as supphy

networks and market value chains for rawe

and processing materials widen, and the

cpportunities  for  ancillary  companies

growy  steadily. More  importantly, the

supphy of higher quality rew miatarials and

expanding availsbility of good guality

manufectured products has  improved

nutriticnal and hygienic ewarensss

amongst local conswmners and supplisrs

as they have started to differeantiate

foodstuffa for consumption in their o

households and =ales to their customers.

Indirecthy, Mestlé has also encouraged the

axpansion of agro-business  activities,

imvestrments in better farming and animal

husbandry inputs (feed, vaccingtions and
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medicines] as wall as in other productive

activities like construction of bio-gas

plants, improved awvailsbility of clean

drinking water for students and good

sanitation and hygienic practices.

Hoteliers, builders &nd warious other

craftsman and entrepreneurs heve now

settled in Moga to seize the business

opportunities that have followed with the

successful and continuous developrment

of the region.

Albeit farmers' trust in and loyalty to

Mestls, intensifi=d local competition has

l=d them to be increasingly aware of the

high dernand for their products, especially

rmilk. The increase in competition has

given farmers the opportunity to seek

higher prices. The estension services

Mestlé has delivered for free since the

factory was first established are still

desmed advantageous, but they are

increasingly being taken for granted by the

neses generation of farmers. Such senvices

imcreasingly and noticeably do not appsar

1o tilt the balance in Mestlés fawour vis-a-

viz the price of milk. For the mnew

generation of milk preducers, profitability

iz beimg increasingly measured by onby

onie itern, the price of milk.

In farilies where milk receipts cover basic

household expenses and other farming-

related casts (such as electricityl, farmers

woubd like to obtain higher and more

competitive prices for the supplied milk

and incur lower input costs, especialby

those related to animal feed. Unlike




younger farmers, who do not seem to

factor im technical assistance when

miaking supply decisions, elder farmers

proudly point to the B0-vear wery positive

business experience they share with

Mestld and seerm to hawe more desply

internalized the transactiomal and

relatiocnal bemefits this relationship has

delivered. This group has fawoured

supplies to Mestlé dus too steady and

timely payments and the comvenience in

wihich thew are made; accurate, strict, fair

and transparent guality essurance

controls and measurements; supporting

sarvices and training; the trustwaorthiness

and responsivensss of accountability

mechaniama; corporate  reliability and

reputation; and expectations of positive

technolegical, menegerial, technical and

skill spillowars. Mevertheless, and similar

to youngsr generations, alder farmears are

b=coming more and more open to waork

with ather buyers if they are offerad more

compeatitive rates.

Farmers fully appreciate the pericdical

and the continuous training and capacity

building as fundarnental in their dealings

with the company. This is bacauze the

transfarabde and practice-bas=d skills they

hawe ecquired allow them to perform

different tasks as they scquire and put

those capacities into use. Mew and

enhanced agricultural, wsterinarian,

managerial and frade-related knowledge

has gome well beyond closing farmers’

skill geps, changing attitudes to milk
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trading and engaging waormen in dairying

activities, all of which have positively

impacted the supply of rewe mnsterials

MestlEs needs fo operate. With & deepsr

and larger pool of skills and knosdedge &t

their disposal, farmers have enlarged their

occupational  flexibility and mobility,

intensifyimg their engsgemsant in other

economic activities that are not

necessariby tied to agriculture.,

Participation in remnunerated activities is

particularhy relewant for women. As their

role in dairging activities has becoms

increasingly recogmized, so has  their

direct and indirect imvolverment in the

industry. Maore than 51,000 women hawe

recaiwed training under thaillage Waormen

Dairy Development Programme o

improve milk guality, pgiene and vields.

Some community members heve swvan

reshaped gender expectations by taking

on professional rodes in male-dominated

activities such as trector driving. Despite

encouraging changes in gendered lebour

divisions and women's involsement in

milk production ectivities, there is still &

long wway to go to further weomens

participation in the formeal econcomy and

the available income genarating activities

in the regicn.

Cwvarall, the company has bean fulky

integrated in the social, cultural and

economic life of Moga. 1t has quickhy

responded to immediate and long-tarm

needs that strengthan the links betweaan

Mestlé and the community within which it




operates. For instence, during the 1988

floods thet afflicted the region, Mestls

was gt the forefront of relief operations,

distributing food, fodder, and weterinary

services 1o the stricken pecple. Longer

term and sustainable community

development programmes have been

undertaken 1o promote prosperity in the

commurnity. Health and sanitation

awareness campaigns hawe reached to

over 56,000 women in an effort 1o

promate behavioural changes leeding to

better hygienic and nutritional practices

and & reduction in the prevalence of

dizesses. The set-up of water fountains

and tanks in gowernment schools has

benefited some 41,000 students and their

positive impact has been such that

farmers expect that this service should be

axtanded to the villeges themsalves.

ther social criented programmes have

included the support and participation in

imrmunization programmes and amranging

medical camps. All these heve cementad

the interrelationships between to Moga

factory and the cormmunity anound it

The Mestlé Healthy Eids Programme is

one such programme which is conductad

i and around Moga in collaboration with

the Punjab Agricultural University. The

programmme is conducted in gosemment

schoots with the objactive of creating and

reising awaremess regarding good

nutritional practices, cocking methods to

enhance nutritional content of foods and

phwysical fitnesa among students in village
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schools amd has reached out to about

4,000 girl studants in the age group of 13

to 17 years. The Mestle Healthy Kids

Programmse is also conducted im other

regicns.

Finally, it should be noted o what extent

the Moga district is benefited by the

economic support of Mestlé  through

metional, stete and local taxes. For

cxample, when the Octoroi taxes ware

imposed by the local sutharities betwesn

19487 and 2006, Mestlé's tax payments

contributed to 20% to 35% of the total

income of the municipality. Even now, we

estimate that Mestle is supporting around

25% 1o 35% of the expenses of the area

throwgh its texes. Thus, Mestlé's tfax

payments have been instrumental in the

aconomic and social development of the

area. This does not include the tax

contributions of its suppliers on direct

Mestlé-related economic which is likaly to

b= quite significant.

In retrospect, it is noteveorthy that Mestlé

developed a milk economy in India in

1961, when the country was in the early

steges of exploring such models. The milk

that was available for sele was maosthy

adulterated with water of dubicus guality

by the milk-sellers. Nestlé developed a

culture for milk production and assisted in

its development by being consistent and

transparant in milk procurement ensuring

that both the milk procured and the

products menufactured are consistenthy

of high quality, peyments made to the




farmers are regular and providing fres

wvaterinary and agronomic senvices to

them and assuring that they have sccess

to good quality medicine at cost. During

the early devs of the Moga factory, it

provided credits for warious specific

purpasas but with prolifaration of banking

services, Mestlé curmently assists the

farmers to get loans from the banks.

Additionally, Mestlé has provided multipls

social services 1o the supplisrs when it

was neither expected nor was its

responsibility as a private company 1o do

s0. It has consistenthy tried to train

winnen an enimal husbandry, food and

nutrition, and bggienic information. |t has

provided clean water to schools and

constructed latrines for girls in schools.

In fact, when we asked the farmers wihat

theny weould like Mestlé to help therm with, a

consistent answer was higher price for

milk and provision of cleam water to the

villages since they weere aware thet the

compary was doing so for schools \Whean

wi todd themn that provision of water is a

task of the gowernment institutions, a

cammon response was that the

government had not provided this service

in the past and in their view unlikely to do

soin the foreseeable future.

Annex 1 shows how different

development indicators hawe changed

significanthy ower the last 50 wears in

Moga, as well as Mestle= roles in

cetalyzing thess chamges. Whils marny

cther factors like the Green Revolution
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and evolution of appropriate policies &t

different levels of goveamment hawe

helped, it shouwld be noted that without the

presence of Mestld st Moga, many of

these improvements would not have

taken place within this tirne period and the

magnitude and distribution of the

bensficiaries would most certainly hawe

been significantly less. Thess changes ane

shown in Figure 1 as timeline diagrams of

denvelopments from 1961 to 2011,

In retrospect, twio isswes stamd owt from

ourcurrent study:

1. The picmeers of the Moga factory

ware at least 40 years ahead of their

time. They umderstood and

implernented the current concepts of

corporate  social responsibility and

‘creating shared walua’. They fulky

appreciated the philosophy behind

thesa two concepts. However, they

were prirnearily “doers”™: they did not

hawe tire toenunciate the philcacghny

b=hind what they did, or write gbout

it. They reslized the fortunes and the

futures of both Mestls and the socisty

gz a whole in Moge would be

intricately interlinkad for decedes.

Bothwould prospser or fall togethear.

Their acticns, which ensured that the

farmers of Moga continually improved

their standards of living and quality of

life, which, in turmn, assured steadiby

increasing milk production.  Mestlé

procurad this milk, which enabled its




factory to go from strength to

strangth. They viewed the success of

the Moga farmers was Mestles

success and vice versa.

It iz cormmanly said that Mapoleon should

mot be judged by the morality and ethics of

the 21st century. However, if the pioneers

of the Moga factory ere judoged by the

current 21st century standards, it is

evident that they wera 50 years ahead of

their time in terms of their attitudes,

perceptions, thinking and performance.

They estwblished a new ethos which

fosterad sctive but histarically neglacted

partnerships, completely rethinking the

sxisting business models, recedenng and

streamlining the then accepted wisdom

of supply chain reletionships, not anly far

when the factory was started but slso for

the future. They put in place inmovating,

sustainable and forwerd-locking business

madels, which by amy standard were well

ahead of their time. They also imposed on

therm higher s=occial, economic and

environmental standards which  have

b=en further regularly improved over the

decades. In the process, they set in

motion & process which hawe rescued

will ower a million people fram crushing

poverty through their owen activities and

alsa indirecthy through their suppliars.

Mestlé started to crganize the farmers of

Miga &5 early as 1961, It creatad & milk

market and successfully formuleted a

busimess model that wworked under

the Indiam conditions. While the
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achisverments of Operation Flood are

widaly knowen in India and abroad, the

pioneering efforts of Mestlé which hawe

wvary significantly contributed to the rural

development in hMoga and have enabled

consumers in wban areas 1o obtain high

quality milk products, are basically

unknown in the country at present. |t is

mow up to Mestlé to showcase its

pioneering business model in Maoga,

which as business venture has been a

remarkable success, and has made

significant contributions to rural

development and powerty alleviation

=fforts of the region which are generally

l=ft to the public sector to perform. It is

notenworthy that a private sector company

undertook measures which are normalby

underteken by warious government

departmeants. In the process, Nestlé built

a highly successfully business which

ensured that all #s consumers have

access to high-guality milk and other food

products. It is thus a remarkable case of

corporate success and an excellent

axampls of corporate social responsibdlity

Whet is extracrdinary is that all these

afforts started and weare achieved nearly

half-a-century age when the theories

b=hind C5R were not even enunciated let

alone implermented.
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